30,000 manager-years from 1992 to 1996. It is particularly difficult to understand incentives for managers in situations like nonprofits where performance is unusually difficult to measure or quantify (Weisbrod 1989) . This study provides an empirical analysis of several of the issues.
For a variety of reasons nonprofits provide an interesting context in which to study the pay of managers during this period. First, nonprofits are an important part of the economy. There are more than 1 million nonprofits in the United States. They employ more than 10 percent of all workers and account for about 6 percent of gross national product (GNP) (Bowen et al. 1994) . Second, although there has been increased scrutiny from the IRS over the pay of managers of firms, recent legislation has focused on the pay of top managers of charities in the United States (Taxpayer Bill of Rights 2, 1996) . This new law not only requires organizations to carefully document how much they pay top managers, but it also requires the boards of the charities to be able to document how the salaries of their chiefs are determined. If the salaries are found to be higher than expected and higher than those found in similar charities, the heads could be fined and required to return the amount by which they were overpaid. Moreover, the members of the boards of directors of these charities also could be fined if pay levels of the top managers are found to be in question. The problem with this legislation is that there are no strong guidelines for applying these laws. The third reason nonprofits are an interesting context in which to study compensation is that there is a theoretical literature that deals, in part, with how managers in nonprofits may be paid, but there is almost no empirical work in the area.
The data needed to study managerial pay in nonprofits has become available only recently. This article uses panel data on nonprofits and their top managers from a large sample of IRS tax returns of thousands of nonprofits for each year from 1992 to 1996 (inclusive). I also use a sample of top executives of firms collected from Standard & Poor's EXECUCOMP for comparison.
Clearly, nonprofits are different from for-profit firms (see Hansmann 1980 Hansmann , 1996 Mirvis and Hackett 1983; Steinberg 1990a Steinberg , 1990b . However, for at least two reasons it seems natural to study the compensation of those at the top of nonprofits in the same way as the compensation of senior executives of for-profit firms. First, both types of top managers are quite visible and clearly focal people within their organizations. Second, recent scrutiny of nonprofits from the IRS and others is similar to that faced by large firms in the United States. We know a great deal about the pay of executives in large firms but very little about compensation within nonprofits.
Researchers have studied compensation for well-educated people in the nonprofit sector but have not concentrated primarily on top managers. For example, Weisbrod (1983) suggested that lawyers who work in the ''public interest'' sector have different preferences from those who work in private practices, and Preston (1989) found that the nonprofit/for-profit wage differential was negative for many groups of workers but statistically more negative for managers and professionals. She suggested that the managers and professionals were more ''closely tied to social benefit provision'' in the organizations and therefore were more likely to ''donate'' wages to the nonprofits by accepting lower wages for similar work. 1 Both these articles study differences in pay levels across the for-profit and nonprofit sectors generally. Neither studies managers or directors, nor do they consider such a volume of data across such a wide variety of organizations.
In this article I use panel data from IRS returns on 32,146 organizationyears to examine several issues related to top executives in nonprofit organizations. The first section briefly describes the nonprofit sector and some reasons we might expect pay to be different in nonprofits than in forprofit firms. The second section introduces the unique data and outlines an industry classification system known as the National Taxonomy of Exempt Entities (NTEE), which is similar to the Standard Industrial Classification (SIC) system used for firms. The second section also includes basic summary statistics on the pay of managers and directors by NTEE. We know from studying large for-profit firms that there is a well-documented link between chief executive officer (CEO) pay and organization size, but evidence for a link between other for-profit performance measures and CEO pay is mixed. The third section, therefore, is a discussion of measures of performance (including organization size) and whether there is a link between managerial pay and performance in nonprofits. The fourth section studies the connection between government grants and managerial pay in nonprofits and examines whether managerial pay increases in years when nonprofits get larger grants from the government. The fifth section examines governance and whether the size of the board of directors affects managerial pay in nonprofits. Finally, the last section offers concluding comments.
I find that managerial pay in nonprofits is substantial and varies within and across organizations. I also document certain possible measures of performance of the managers of nonprofits; however, evidence linking pay to performance is only robust when performance is measured as some function of organization size. Also, although in the cross section it appears that nonprofits with larger government grants pay their managers more, this is not true within organizations. Finally, I find that the larger the number of paid board members, the lower is the pay of the top officers and other staff.
Structure and Uniqueness of the Nonprofit Sector
Distinct Institutional Features. This section places 501c(3) (charitable) nonprofits into the larger context of all nonprofit organizations. 2 These institutional features are discussed in order to provide a background for the discussion of managerial pay in nonprofits that follows.
In order to become officially designated as a nonprofit, an organization must file forms with the IRS. Such organizations do not have to pay taxes, although if they have greater than $25,000 in annual net revenue, they must file IRS Form 990 (described in more detail in the data section below). Among the 28 possible groupings for nonprofits, by far the most common designation is 501c(3), ''Charitable and Religious.'' 501c(3) organizations are considered charitable because, according to the IRS, they serve ''broad public purposes include[ing] educational, religious, scientific, and literary activities, among others, as well as the relief of poverty and other public benefit actions'' (Stevenson, Pollak, and Lampkin 1997) . Table 1 shows that of the roughly 1 million nonprofit organizations in the United States in 1992 and 1996, approximately half were 501c(3) organizations. 501c(3) nonprofits have the added benefit that contributions to the organization are deductible to the contributor.
There are at least two key features of nonprofits that distinguish them from for-profit organizations. First, nonprofits inherently have a different bottom line in that they are not created to generate returns to their shareholders. Second is Hansmann's ''nondistribution constraint.'' Hansmann (1980 , 1996 notes that while nonprofit organizations are free to make profits, those profits cannot be distributed to those with formal control over the organization: ''A nonprofit organization is, in essence, an organization that is barred from distributing its net earnings, if any, to individuals who exercise control over it, such as members, officers, directors, or trustees'' (Hansmann 1980) . However, this does not imply that nonprofit organizations cannot make profits in a technical sense; rather, ''It is only the distribution of profits that is prohibited'' (Hansmann 1980) . It is also worthwhile considering why some organizations might form as nonprofits. Hansmann outlines several reasons. The first is that the buyer and the recipient of goods and services are not always the same person. For example, people are more likely to donate funds to a relief organization organized as a nonprofit because they know that the managers are less likely to abscond with the residual money. Another reason that an organization may form as a nonprofit comes out of the idea of public goods (Hansmann 1980) . The fact that one person enjoys the services of a public good does not preclude others from doing the same. For example, donors are more likely to contribute to nonprofit public radio stations because they are more likely to believe that the funds will be used for programming rather than for the private benefit of the managers. Museums and operas are similar in that they practice ''voluntary price discrimination'' (Hansmann 1980) by offering low-priced seats, but those who can afford to contribute do so with the knowledge that the residual money cannot be distributed to those in control. Hansmann (1980) also describes ''implicit loans'' in higher education, where students are more likely to donate money back to their nonprofit colleges when they feel that those in charge cannot keep the money for themselves. Another interesting and important example of an institution that optimally may form as a nonprofit is a nursing home or day-care center (Weisbrod and Schlesinger 1986) . Parents (in the case of a day-care center) and children (in the case of a nursing home) are more likely to place their loved ones in the care of institutions organized as nonprofits because they believe that the additional dollar is more likely spent on quality care, food, etc., and not on the well-being of the manager.
Reasons Why Pay Levels for Managers of Nonprofits May Be Different. The first possible reason for differences in pay between employees of nonprofit organizations and for-profit firms was presented by Preston (1989) , and some of her findings may be applied to managers as I do here. The idea has to do with ''labor donations'' and the fact that workers may trade lower pay for higher social benefits. The limiting case of labor donations is volunteer labor, where workers are paid nothing for the time they donate to an organization. If labor donations are at work, it is expected that wages for similar workers will be lower in nonprofits than in for-profit firms. 3 Another possible reason for differences in pay comes from the screening hypothesis of Hansmann (1980) and is related to the choice of organizational form described earlier. Hansmann (1980) examined a simple model in which there are two types of managers. He suggested that if consumers are not good judges of the quality of a service provided by an organization, then some managers, by virtue of accepting lower wages, could make productive signals to the uninformed consumers, and ''the nonprofit form may both restrain the managers of the organization, whatever their personal desires, from profiteering at the expense of the organization's patrons and may select as managers precisely that class of individuals whose preferences are most in consonance with the fiduciary role that the organization is destined to serve.'' In other words, heads of nonprofits essentially take lower wages to signal that donations will be used effectively.
Workers in nonprofits may accept lower wages in exchange for a host of pleasant amenities on their job, such as flexible hours, more stable job prospects, and a slower pace of work (compensating differentials). 4 An additional reason for lower pay in nonprofits may be the differences in returns to characteristics of managers and ability bias. Controlling for ability across sectors is beyond the scope of this article, although it is empirically testable if one had data on those individuals who switch management jobs between sectors.
Data
Primary Sample. The data I use in this article are from tax returns of 501c(3) tax-exempt organizations. The primary sample includes organizations filing Form 990 returns each year from 1992 to 1996 (inclusive). The original sample consists of 35,109 organization-years (on 10,539 unique organizations). I delete from the sample those organizations which have assets, expenses, revenue, program service expenses, grants, and other expenses or top officer, director, or trustee compensation that is missing or less than $1000. I also dropped organizations that have negative values for management and general expenses, fund-raising expenses, or payments to affiliates. The financial criteria reduces the sample by 2175 observations (6.19 percent), and the compensation criteria reduces the sample by 788 observations (2.24 percent). These selection criteria reduce the sample to 32,146 organization-year observations over the 5 years (from 9776 unique organizations). Due to the selection criteria, the results are more generalizeable to larger nonprofits. These data come from the Statistics of Income (SOI) files of the IRS. See Stevenson, Pollak, and Lampkin (1997) for additional details on the data.
The IRS data contain a host of interesting information on the compensation of all officers and directors and of the top five nonofficer/director/ trustee employees. For each officer, director, trustee, or other ''key employee,'' 5 I have collected three measures of compensation: (1) base compensation, including ''salary, fees, bonuses, and severance payments paid'' (Internal Revenue Service 1996), (2) contributions to employee benefit plans and deferred compensation, including ''medical dental and life insurance'' (Internal Revenue Service 1996), and (3) expense account and other allowances, including ''expense allowances or reimbursements that recipients must report as income on their separate income tax returns.'' Examples include amounts for which the recipient did not account to the organization or allowances that ''were more than the payee spent on serving the organization.'' Organizations are required to include such payments as ''the value of the personal use of housing, automobiles, or other assets owned or leased by the organization'' (Internal Revenue Service 1996). Means and standard errors (in parentheses) for the sum of these three variables are reported in Table 2 . (Breakdowns by industry and type of pay are reported in Table 3 ). The first officer or director earned, on average, $160,098 (all financial data are reported in real 1996 dollars). A significant part of the analysis that follows will focus on the total compensation, which includes the sum of cash, benefits, and expense accounts of the top officer, director, or trustee and of the top nonofficer, nondirector, or nontrustee employee.
The average total compensation packages for the second and third highest paid officers and directors were $122,381 and $111,530, which are both substantially less than the average of $160,098 reported for the top officer. The increase in average pay from position 3 to position 2 is 9.7 percent, and the increase in pay from position 2 to position 1 is 30.8 percent. This result (ever-increasing pay as one moves up the organizational hierarchy) is consistent with tournament theory (see Lazear and Rosen 1981) . 6 The top panel of Table 2 also reports mean total compensation for the three highest paid nonofficer, nondirector, or nontrustee employees. These are relatively lower, ranging from $112,659 for the highest paid nonofficer, nondirector, or nontrustee employee to $83,127 for the third highest paid nonofficer nondirector or nontrustee employee.
These numbers can be compared with the average compensation of a set of 6677 CEO-years collected from EXECUCOMP firms in the Standard & Poor's (S & P) 500, S & P Midcap 400, and S & P SmallCap 600 (1836 unique CEOs over 5 years from 1992 to 1996). The average salary and bonus for this sample of CEOs is $910,942. The average compensation including salary, bonus, other annual compensation; total value of restricted stock granted; total value of stock options granted; long-term incentive payouts; and other is $2,183,024. Clearly, on average, CEOs of large firms earn more than heads of nonprofits. It is important to note, however, that these firms are much larger than the sample of nonprofits (this will be explored further later in the article).
The data also include financial information such as total assets, total expenses, and revenue. The expenses are further broken down into several categories, including (1) program services expenses, which are ''mainly those activities that the reporting organization was created to conduct and which, along with many activities commenced subsequently, form the basis of the organization's current exemption from tax,'' 7 (2) fund-raising expenses, which are ''total expenses incurred in soliciting contributions, gifts, grants, etc.,'' (3) management and general expenses, which are the ''organization's expenses for overall function and management, rather than for its direct conduct of fund-raising activities or program services,'' including ''legal services, accounting, insurance, office management, personnel,'' and other expenses (Internal Revenue Service 1996), and (4) payments to affiliates. These data are reported in the second panel of Table 2 . The assets of these organizations are substantial, averaging $62 million. The average revenue is $60 million, and the average expenses are $55 million. A substantial fraction of the expenses are spent on program services ($48 million) and a relatively small fraction on fund raising.
I also have collected data on sources of support for the nonprofits under study. In particular, I have included information on three measures of outside support for the organizations as defined by the IRS: (1) public direct support, (2) public indirect support, and (3) government grants. Public direct support is the sum of ''contributions, gifts, grants, and bequests that the organization received directly from the public'' (Internal Revenue Service 1996). The average organization in the sample received $3.9 million in public direct support each year during the sample period. Indirect public support includes ''total contributions received indirectly from the public through solicitation campaigns conducted by federated fund-raising agencies and similar fund-raising organizations (such as the United Way organization and certain sectarian federations)'' (Internal Revenue Service 1996) . The average public indirect support each year during the sample period was $653,911. Under the law, a government grant is ''treated as a contribution if its primary purpose is to enable the donee to provide a service to, or maintain a facility for, the direct benefit of the public rather than to serve the direct and immediate needs of the grantor even if the public pays part of the expense of providing the service or facility'' (Internal Revenue Service 1996). The average charity received roughly $3.2 million in government grants in a typical year during the sample. The last panel of Table 2 reports the average number of paid officers and directors (4) and the average number of uncompensated officers, directors, or trustees (20). 8
Industry Classifications. There is evidence in the literature on executive compensation in firms that executive pay levels vary by industry. For example, Joskow, Rose, and Shepard (1993) show that CEOs in regulated industries earn less than those in unregulated industries. Until recently, there has been no system such as SIC codes for firms to classify the substantially different missions of nonprofits even among those classified as 501c (3) organizations. However, the NTEE has been developed to help classify charitable nonprofits into specific groups.
The four-character NTEE codes are similar to SIC codes for firms. There are 26 ''major groups'' (listed in the left-hand column of Table 3 ), such as Arts, Culture, and Humanities and Educational Institutions and Related Activities, which comprise the first character of the codes. These 26 major groups can be generalized into 10 ''major categories'': (1) Arts, Culture, and Humanities, (2) Education, (3) Environment and Animals, (4) Health, (5) Human Services, (6) International, Foreign Affairs, (7) Public, Societal Benefit, (8) Religion Related, (9) Mutual/Membership Benefit, and (10) Unknown. Under each of these 26 groups are two digits of subcodes that make finer distinctions in organization type. The last of the four characters, the ''common code,'' includes classifications such as Alliance Organizations, Management and Technical Assistance Services, and Public Education. There are a total of 645 unique subgroups in the NTEE. See Stevenson, Pollak, and Lampkin (1997:Appendix B) , Hodgkinson (1990) , Hodgkinson and Toppe (1991) , Gronbjerg (1994) , and Turner, Nygren, and Bowen (1992) for more details on the NTEE. In several parts of the remainder of this article I will control for industry effects by concentrating on the 26 major groups. Table 3 reports some simple results of differences in compensation by major nonprofit industry type for the top officer, director, or trustee and for the top nonofficer, nondirector, or nontrustee employee. This table also separates total compensation into its three components: base pay, benefits package, and expense account. The pattern that the top officer or director earns more than the top nonofficer, nondirector, or nontrustee as reported in Table 2 is still evident in Table 3 (in fact, it is true in each group). It is also clear that there is substantial variation in the levels of compensation within the nonprofit sector (across NTEE classifications). For example, the average base pay for the top officer/director/trustee in the medical research sector (category H) was $205,025, and the average in health, general and rehabilitative (category E) was $187,379, whereas the average base pay for the top officer/director/trustee in the category of religion-related (category X) was $72,315, and the average in Housing, Shelter (category L) was $72,092. There is also substantial variability in the value of the benefits package offered to the top officers/directors/trustees from a high of $27,383 (Public, Society Benefit: Multipurpose and Other, category W) to a low of $4,177 (Housing, Shelter). In addition, there is also significant variability in the expense account category, which ranged from a high of $6,581 (Medical Research, category H) to a low of $946 (Housing, Shelter). The ranges for the top non-officer/director/trustees employees are similarly striking. Although there has been only little work on specific industries within nonprofits [e.g., Ehrenberg, Cheslock, and Epifantseva (2000) for universities and Bertrand, Hallock, and Arnould (2000) for hospitals], continued work might help us to understand reasons for differences in pay across nonprofit industries.
Pay for Performance in Nonprofits
The relationship between performance of firms and the compensation of CEOs has been widely studied in for-profit firms, but little attention has been paid to nonprofits. In a few articles, however, Steinberg (1990a Steinberg ( , 1990b and Weisbrod (1989) examine incentive compensation for employees in nonprofits mostly from a theoretical point of view. We know that designing incentive compensation plans in for-profit firms is difficult (Lazear 1995) , but it may be even more difficult to measure the performance of managers in nonprofits because these organizations are likely to be striving to create something much different from returns to shareholders. One feature that makes nonprofits distinct from for-profit organizations is the nondistribution constraint (described earlier). This nondistribution constraint does not imply, however, that employees cannot be paid based on incentives (see Abelson 1998; Steinberg 1990b) .
A classic example of how difficult it is to measure performance for managers in the nonprofit sector is the case of a manager of a nursing home (Weisbrod and Schlesinger 1986) . A manager could be paid based on the profits he or she accrues, but this gives him or her incentives to provide lower-quality care to the residents. The output sought by the board of the nursing home (say, trustworthiness) is difficult to observe. We could try to measure trustworthiness by using an easy-to-observe measure such as the mortality rate. However, this might induce management to admit residents who are mostly healthy, which is, no doubt, at odds with the mission of the board.
The literature on CEO pay and firm performance provides several common measures to test the top manager's performance, among which are stock returns and the change in market value or size of the firm. Since nonprofits are not owned by shareholders, there is no stock price or value of the nonprofits in the formal sense. The rest of this section is devoted to several possible measures of performance for managers in nonprofits.
Charity Size and Managerial Pay. A host of articles, including Murphy (1985) , Finkelstein and Hambrick (1989) , Kostiuk (1990) , Lambert, Larker, and Weigelt (1991) , and Rosen (1992) , have documented a link between the size or scale of a firm and the pay of the CEO. 9 Firm size has been measured in the executive pay literature by such variables as market value, assets, and number of employees. One reason why we would expect managers of nonprofits with more assets to earn more is that they have responsibility over a much larger number of people and resources. Larger organizations are more difficult to manage and therefore may require top executives with scarce (and expensive) human capital. Table 4 , panel A, reports the results of an empirical examination of this issue using the following very simple empirical specification:
where C is the log of manager compensation, 10 S is the log net ending assets of the organization, i represents organizations, t represents time in years, and ( i þ e it ) is a composite error term containing possible permanent effects. 11 The first column of Table 4 , panel A, reports results from an ordinary least squares (OLS) regression of ln(total compensation) for the top officer, director, or trustee on ln(assets), a set of yearly indicator variables, and a constant for the nonprofits. Log assets is a naturally important measure of organization size of nonprofits (Salamon 1992) . The coefficient on ln(assets) is 0.218 (t ¼ 71). This return number is large and significantly positive, as expected, and is somewhat smaller than for CEOs of firms. 12 This large effect, taken at face value, suggests that larger firms pay their top managers more. We know, though, that the compensation of managers varies by industry (recall Table 3 ), so in column 2 of Table 4 , panel A, I also control for the industry in which the nonprofit operates. Even controlling for industry effects, firm size [measured as ln(assets)] is still a substantial and important contributor to top manager pay in this specification. I performed a brief but similar analysis of the compensation of managers in firms for comparability using data on 6677 firm-years from 1992 to 1996 from the S & P EXECUCOMP data described earlier. The dependent variable is the log of total compensation. The main independent variable ln(assets) (I also control for yearly time indicators) is also collected from EXECUCOMP. The regressions in Table 4 , panel B, show that the return to assets is much higher in for-profit firms than in nonprofits. My results are consistent with those of other studies on CEO pay in firms. Using other measures of CEO pay for firms (e.g., just considering salary and bonus alone) as dependent variables yields similar results. Just as there is a well-documented link between the size or scale of a firm and CEO pay, there is a strong and positive link between the assets of a charity and the pay of its top manager, although it is somewhat weaker in nonprofits.
Clearly, however, firm size and industry effects do not fully explain top manager pay in this sample of nonprofits (R 2 in column 2 of Table 4 , panel A, is only 0.172). We need, therefore, to control for the possibility that other characteristics of managers and organizations are confounding the relationship between firm size and managerial pay in nonprofits. To help remedy this situation, I make use of the 6 years of IRS panel data. If one is willing to assume that the source of endogeneity arises only through the permanent component of the error term a i and not through the transitory component e it , then the standard fixed-effects estimate of the preceding equation will yield consistent estimates of the parameters. These results are displayed in the third column of Table 4 , panel A, and show that, even controlling for organization fixed effects, the relationship between organization size and top manager pay remains. In other words, even within organizations, as organizations grow, managers are paid more. This same set of relationships holds for top nonofficer, nondirector, or nontrustee employees in the right three columns of Table 4 , panel A, although the coefficient estimates are smaller in each case.
As mentioned earlier, one problem with studying nonprofit organizations is their myriad of different potential missions. With for-profit firms, the goal or true measure of performance is increasing shareholder value, which many authors (e.g., Jensen and Murphy 1990 ) measure with firm market value (firm size). Table 5 relaxes the idea that the relationship between firm size and managerial pay should be the same across all different nonprofit Source: IRS Tax Form 990 for individual organizations for years 1992-1996. industries while retaining the idea that net ending assets are an appropriate measure of size for each organization. 13 This table represents the results for a set of regressions where the log of total compensation of the top officer, director, or trustee is regressed on log net ending assets and a set of annual time indicators by NTEE industry. It is clear that within each industry the relationship between organizational size and managerial pay is positive and significant. When individual organization fixed effects are controlled for (not reported in the tables), most industries have a relationship between firm size and managerial pay that is not statistically different from zero. This may reflect the fact that the samples are relatively small within industries. Clearly, organizational size is strongly linked with top manager pay. The effect is tempered substantially when organization fixed effects are controlled for. Oster (1998) compares the relationship between managerial pay in nonprofits and organization size in various ways across selected industries such as hospitals, social service organizations, and foundations. In five separate samples of between 31 and 95 observations, she finds coefficients on measures of size such as log(assets) in a managerial pay regression in the range of 0.067 to 0.376. Oster's (1998) work is very informative but based on limited samples and is only cross-sectional. She therefore cannot consider changes within organizations using organizationspecific effects. 14 Other Measures of Performance. Although it is clear that firm size is strongly related to managerial pay in nonprofits (even within organizations), it is useful to investigate whether there might be other measures. Another possible choice is the fraction of expenses spent on program services, a measure on which some groups of nonprofits seem to concentrate. 15 Each column of Table 6 represents the results from a different OLS regression. Columns 1 through 3 report results when the dependent variable is log(total compensation for the top officer, director, or trustee). Columns 4 through 6 give the results when the dependent variable is log(total compensation of the top nonofficer, nondirector, or nontrustee). The regressions also control for ln(assets) and yearly time indicators. In the 13 Young (1984) examines compensation of nonprofit employees in various nonprofit industries, including higher education, health care, and social services. His work suggests that there may be different pay structures in different nonprofit industries. 14 I cannot identify individual officers or employees by name, so I do not know when there is management turnover. 15 The Council of Better Business Bureaus publishes a booklet entitled, Standard for Charitable Solicitations. Among the recommendations is that ''A reasonable percentage of income from all sources shall be applied to programs and activities directly related to the purpose for which the organization exists'' (Council of Better Business Bureaus undated). simple cross section for the top officer, director, or trustee, it is clear that higher levels of expenses going to program services are associated with higher pay (the coefficient estimate is 0.098). This result does not hold when we control for NTEE effects in column 2 or when we control for organization fixed effects in column 3.
Columns 4, 5, and 6 examine the compensation of the top nonofficer, nondirector, or nontrustee employee, and the results differ somewhat. In the simple cross section, the link between performance and pay is much stronger (0.591), and the result is still significant when 26 NTEE industry classifications are controlled for. However, within an organization (controlling for organization fixed effects), there is no link between top nonofficer, nondirector, or nontrustee pay and this measure of performance (column 6). 16 Since the performance results are not particularly robust, it seems reasonable to investigate them further. Therefore, I reran the regressions from Table 6 by NTEE (industry) classification (26 possibilities) while still accounting for individual organization fixed effects (I have not reported the Source: IRS Tax Form 990 for individual organizations, years 1992-1996. 16 One possible reason for this is that there is little variation in the performance variable (program service expense/total expense) within organizations over time. In fact, this is not the case. For example, although the median percentage change in this performance measure over the 5 years is zero, the percentage change at the 10th percentile of changes is -0.094 and at the 90th percentile of changes is 0.099. results in the tables). Only two of the individual industries show significantly positive returns on the fraction of expenses spent on program services. There is only a very weak link between pay and performance based on this measure. Nonprofits that spend higher fractions of their total expenses on actual program services tend to pay their top officers, directors, and trustees and top nonofficer, nondirector, and nontrustee staff more in the cross section, but further analysis suggests that this result is not particularly robust. While, clearly, success in fund raising may be an important metric by which to evaluate managers of nonprofits, another possible measure of performance could be the combination of government grants and direct and indirect support from the public. The results of this investigation are reported for the two types of managers in Table 7 . In this case, even conditional on assets of the organization and with controls for NTEE industries or organization indicators, the higher the outside fund raising, the higher is the pay of the manager.
There is a host of other potential ways to measure performance in nonprofits. These include nonprofit profits, defined as total revenue minus expenses (median level in this sample $1,117,222), and return on assets, defined as profits/assets (median level in this sample 7.01 percent). However, from an empirical point of view, neither of these measures is really related to compensation of the managers of the nonprofits. This may be due to the fact that there are wide differences in the missions of most nonprofits. In the end, the measures of nonprofit size (including net ending assets) 17 seem most appropriate as measures of performance.
As an additional examination of the issue of performance in nonprofits, I analyze (but do not report in the tables) the issue of relative performance evaluation [see Antle and Smith (1986) and Gibbons and Murphy (1990) for a discussion of relative performance evaluation in for-profit firms]. In this analysis I estimated empirical specifications much like those in Table 6 with the additional covariate of average performance (program service expense/ total expense) in that organization's industry (defined as one of the 26 NTEE industries detailed in the left hand column of Table 3 ). I find no evidence of relative performance evaluation for top managers in nonprofits. While performance by some metric may matter (although the results are not particularly robust) for the pay of managers in nonprofits, there is no evidence that it is measured relative to others.
Government Grants and the Pay of Managers in Nonprofits
All 501c(3) nonprofits ''are entitled to receive tax-deductible contributions and are defined by the IRS as 'charitable' because they serve broad policy purposes'' (Stevenson, Pollak, and Lampkin 1997) . Considerable work has been done on issues of government crowd-out with regard to donations. 18 From a conceptual point of view, government grants may mean one of several different things for the pay of managers of nonprofits. First, they could be a sign of organizational quality or managerial ability. That is, in the cross section, we might expect that those organizations with grants or those with larger grants should have managers who are paid more. However, within organizations (where industry type, organization quality, and managerial ability are fixed), more government grants may be a sign of some sort of outside monitoring of the manager or an increase in funding attracted by the manager. 19 These ideas suggest the following simple modification of the earlier equation:
And this includes the addition of government grants G it . I describe the precise definition of G it below. Regressions of this form are reported in Table 8 . The first three columns are for the compensation of the top officer, director, or trustee, and the last three are for the compensation of the top nonofficer, nondirector, or nontrustee. The top panel defines G it ¼ 1 if there is any government grant and 0 otherwise, and the bottom panel defines G it ¼ log(grant size in dollars) for all organizations with positive grants. In column 1 of Table 8 , panel A, the log of total compensation of the top manager is regressed on an indicator for whether a government grant exists, a constant, a measure of organization size (log assets), and a set of yearly time indicators. The coefficient 0.165 suggests that organizations that have government grants pay their managers on average 17 percent more than those which do not have grants. Once individual organization fixed effects are controlled for in column 3 of Table 8 , panel A, the effect of grants is slightly negative (but not significant). 20 Roughly the same results come out of similar analyses in the rest of the panel. 21 This suggests that in the cross section, organizations that receive grants pay their managers more but that within organizations (i.e., once organizational quality or managerial ability are fixed) managers with grants may be paid the same or slightly less. That is, within an organization, adding a grant does not increase and actually may decrease managerial pay. 22 Managers of nonprofits are paid more on average when they generate grants, but this is not true within organizations. Clearly, certain kinds of organizations that pay managers well generate relatively large amounts of grant money. However, top managers in nonprofits are not additionally compensated when their organizations generate new (or additional) government grants.
who lead for-profit firms with larger boards earn more. However, nonprofit organizations are different in many ways, and their boards may be serving a different function (Bowen 1994) . Perhaps larger boards suggest that there is more monitoring, and therefore, lower-quality managers are needed or at least managers who are paid less. Table 9 presents the results from regressions of a similar form as in the preceding tables with the addition of a variable on the number of board directors in the nonprofit organization. The results for the top officer, director, or trustee are reported in the first three columns and for the top Note: Standard errors are in parentheses. *, **, and *** represent significance at the 0.10, 0.05, and 0.01 levels, respectively. Yearly indicators are included in all regressions.
Source: IRS Tax Form 990 for individual organizations, years 1992-1996. nonofficer, nondirector, or nontrustee employee in the last three. Panel A reports results on the link between managerial pay and the number of paid board members, whereas panel B reports results on the link between managerial pay and the number of unpaid directors. Some researchers including, Main, O'Reilly, and Wade (1993) have tested tournaments (Lazear and Rosen 1981) in large for-profit firms by including the number of vice presidents in a standard CEO pay regression. The idea is that, conditional on other factors, CEO pay should be higher in the presence of more vice presidents because more individuals are in competition for the top spot in the firm. In the case of this article, however, board members are not as likely as vice presidents in for-profit firms to compete for the top position, so the tournament theory is not necessarily testable in this way in nonprofits. 23 Panel A of Table 9 shows that the larger the board, the less the top officer, director, or trustee is paid. This is true even when controlling for 26 NTEE classifications (column 2) and for individual organization fixed effects (column 3). For the top nonofficer, nondirector, or nontrustee employee, in the simple cross section and when controlling for 26 NTEE industry effects, the larger the board, the higher is the pay of the employee. However, when individual organization fixed effects are controlled for, the same negative result (larger board, less pay) appears. The results are less robust in panel B of Table 9 when the effect of unpaid directors is examined.
Again, the results in this section are not entirely clear. Perhaps board members serve as substitutes for management experience. Therefore, as board sizes grow, there is less need for a highly paid top officer, director, or trustee or nonofficer, nondirector, or nontrustee employee because larger paid boards may be able to more easily manage organizations than smaller boards. Another explanation may be that it is easier for larger boards to monitor the operations of organizations, and therefore, organizations with larger boards may not require managers with high salaries. The differing results for the unpaid/paid members suggests that a more detailed examination of the effects of boards on managerial pay in nonprofits would be interesting.
Concluding Comments
There is an expansive theoretical and empirical body of work on the compensation of managers of firms in the United States (e.g., Murphy 1999) and some basic theoretical work on compensation in nonprofits that can be applied to managers of nonprofit organizations. However, little is known about the compensation of managers of nonprofits from an empirical point of view. This article presents evidence on the compensation of top managers of nonprofits in the United States using a very large amount of previously unexplored data from tax returns of the organizations.
Among the main empirical findings are that pay levels of top officers and directors of charities average about $160,000, not close to those reported for heads of large U.S. firms. Just as there is a well-documented link between organization size and managerial pay in for-profit firms, there is a similar relationship in nonprofits. Also, there is substantial variability in the pay of top managers of charities, within the charities and across types of charities, as defined by their NTEE industries. In addition, a reasonably large fraction of the compensation of top officers, directors, and trustees and of top nonofficer, nondirector, or nontrustee employees comes in the form of benefit plans and expense accounts. It is also the case that although in the simple cross section nonprofits with higher levels of government grants pay their heads more, this is not true once organization fixed effects are accounted for. This may be due to the fact that government agencies monitor managerial actions, and managers can be paid less in the presence of this monitoring. Similarly, there is a weak negative relationship between the number of paid board members and managerial pay in nonprofits, suggesting, perhaps, that paid boards of directors substitute for managerial talent.
Recently, there has been increased emphasis on the compensation and governance of managers in nonprofits (e.g., Taxpayer Bill of Rights 2 1996). However, very little is known about the pay of these managers. 501c(3) nonprofits seem to be a relatively narrow set of organizations. However, one possibility is that they actually perform significantly different tasks and therefore are organized quite differently from one another. This may lead, in turn, to differences in the way they pay their managers. This article is an important first step in studying the pay of managers in these types of organizations. Hopefully, these basic findings can help inform the issues and motivate further research in the area.
